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which such corporation files a consoli-
dated return, such item is, together 
with all deductions directly connected 
therewith, excluded from the deter-
mination of unrelated business taxable 
income under section 512 and shall not 
be subject to the tax imposed by sec-
tion 511(a). If, however, such item of in-
come is derived from a source which is 
not so related, then such item, less all 
deductions directly connected there-
with, is, subject to the modifications 
provided in section 512(b), unrelated 
business taxable income subject to the 
tax imposed by section 511(a). 

(2) The provisions of subparagraph (1) 
of this paragraph may be illustrated by 
the following example: 

Example. The income of X, a section 
501(c)(2) corporation, is required to be dis-
tributed to exempt organization A. During 
the taxable year X realizes net income of 
$900,000 from source M and $100,000 from 
source N. Source M is related to A’s exempt 
function, while source N is not so related. X 
and A file a consolidated return for such tax-
able year. X has net unrelated business in-
come of $100,000, subject to the modifications 
in section 512(b). 

(3) Cross reference. For rules relating 
generally to the filing of consolidated 
returns by certain organizations ex-
empt from taxation under section 
501(a), see section 1504(e) of the Code 
and § 1.1502–100. 

(4) Effective dates. Subparagraphs (1) 
through (3) of this paragraph apply 
with respect to taxable years beginning 
after December 31, 1969. For taxable 
years beginning before January 1, 1970, 
a corporation described in section 
501(c)(2) and otherwise exempt from 
taxation under section 501(a) is taxable 
upon its unrelated business taxable in-
come only if such income is payable ei-
ther: 

(i) To a church or convention or asso-
ciation of churches, or 

(ii) To any organization subject, for 
taxable years beginning before January 
1, 1970, to the tax imposed by section 
511(a)(1). 

(d) The fact that any class of organi-
zations exempt from taxation under 
section 501(a) is subject to the unre-
lated business income tax under sec-
tion 511 and this section does not in 
any way enlarge the permissible scope 
of business activities of such class for 

purposes of the continued qualification 
of such class under section 501(a). 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 7183, 37 FR 7884, Apr. 21, 
1972; T.D. 7632, 44 FR 42681, July 20, 1979] 

§ 1.511–3 Provisions generally applica-
ble to the tax on unrelated business 
income. 

(a) Assessment and collections. Since 
the taxes imposed by section 511 are 
taxes imposed by subtitle A of the 
Code, all provisions of law and of the 
regulations applicable to the taxes im-
posed by subtitle A are applicable to 
the assessment and collection of the 
taxes imposed by section 511. Organiza-
tions subject to the tax imposed by sec-
tion 511(a)(1) are subject to the same 
provisions, including penalties, as are 
provided in the case of the income tax 
of other corporations. In the case of a 
trust subject to the tax imposed by sec-
tion 511(b)(1), the fiduciaries for such 
trust are subject to the same provi-
sions, including penalties, as are appli-
cable to fiduciaries in the case of the 
income tax of other trusts. See section 
6151, et seq., and the regulations pre-
scribed thereunder, for provisions re-
lating to payment of tax. 

(b) Returns. For requirements of fil-
ing annual returns with respect to un-
related business taxable income by or-
ganizations subject to the tax on such 
income, see section 6012, paragraph (e) 
of § 1.6012–2, and paragraph (a)(5) of 
§ 1.6012–3. 

(c) Taxable years, method of account-
ing, etc. The taxable year (fiscal year or 
calendar year, as the case may be) of 
an organization shall be determined 
without regard to the fact that such or-
ganization may have been exempt from 
tax during any prior period. See sec-
tions 441 and 446, and the regulations 
thereunder in this part, and section 
7701 and the regulations in part 301 of 
this chapter (Regulations on Procedure 
and Administration). Similarly, in 
computing unrelated business taxable 
income, the determination of the tax-
able year for which an item of income 
or expense is taken into account shall 
be made under the provisions of sec-
tions 441, 446, 451, and 461, and the regu-
lations thereunder, whether or not the 
item arose during a taxable year begin-
ning before, on, or after the effective 
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date of the provisions imposing a tax 
upon unrelated business taxable in-
come. If a method for treating bad 
debts was selected in a return of in-
come (other than an information re-
turn) for a previous taxable year, the 
taxpayer must follow such method in 
its returns under section 511, unless 
such method is changed in accordance 
with the provisions of § 1.166–1. A tax-
payer which has not previously se-
lected a method for treating bad debts 
may, in its first return under section 
511, exercise the option granted in 
§ 1.166–1. 

(d) Foreign tax credit. See section 515 
for provisions applicable to the credit 
for foreign taxes provided in section 
901. 

§ 1.511–4 Minimum tax for tax pref-
erences. 

The tax imposed by section 56 applies 
to an organization subject to tax under 
section 511 with respect to items of tax 
preference which enter into the com-
putation of unrelated business taxable 
income. For this purpose, only those 
items of income and those deductions 
entering into the determination of the 
tax imposed by this section are consid-
ered in the determination of the items 
of tax preference under section 57. For 
rules relating to the minimum tax for 
tax preferences, see sections 56 through 
58 and the regulations thereunder. 

[T.D. 7564, 43 FR 40494, Sept. 12, 1978] 

§ 1.512(a)–1 Definition. 
(a) In general. Except as otherwise 

provided in § 1.512(a)–3, § 1.512(a)–4, or 
paragraph (f) of this section, section 
512(a)(1) defines unrelated business tax-
able income as the gross income derived 
from any unrelated trade or business 
regularly carried on, less those deduc-
tions allowed by chapter 1 of the Code 
which are directly connected with the 
carrying on of such trade or business, 
subject to certain modifications re-
ferred to in § 1.512(b)–1. To be deduct-
ible in computing unrelated business 
taxable income, therefore, expenses, 
depreciation, and similar items not 
only must qualify as deductions al-
lowed by chapter 1 of the Code, but also 
must be directly connected with the 
carrying on of unrelated trade or busi-
ness. Except as provided in paragraph 

(d)(2) of this section, to be directly con-
nected with the conduct of unrelated 
business for purposes of section 512, an 
item of deduction must have proximate 
and primary relationship to the car-
rying on of that business. In the case of 
an organization which derives gross in-
come from the regular conduct of two 
or more unrelated business activities, 
unrelated business taxable income is 
the aggregate of gross income from all 
such unrelated business activities less 
the aggregate of the deductions al-
lowed with respect to all such unre-
lated business activities. For the treat-
ment of amounts of income or loss of 
common trust funds, see § 1.584–2(c)(3). 

(b) Expenses attributable solely to unre-
lated business activities. Expenses, depre-
ciation, and similar items attributable 
solely to the conduct of unrelated busi-
ness activities are proximately and pri-
marily related to that business activ-
ity, and therefore qualify for deduction 
to the extent that they meet the re-
quirements of section 162, section 167, 
or other relevant provisions of the 
Code, connected with the conduct of 
that activity and are deductible in 
computing unrelated business activi-
ties are directly connected with the 
conduct of that activity and are de-
ductible in computing unrelated busi-
ness taxable income if they otherwise 
qualify for deduction under the re-
quirements of section 162. Similarly, 
depreciation of a building used entirely 
in the conduct of unrelated business 
activities would be an allowable deduc-
tion to the extent otherwise permitted 
by section 167. 

(c) Dual use of facilities or personnel. 
Where facilities are used both to carry 
on exempt activities and to conduct 
unrelated trade or business activities, 
expenses, depreciation and similar 
items attributable to such facilities 
(as, for example, items of overhead), 
shall be allocated between the two uses 
on a reasonable basis. Similarly, where 
personnel are used both to carry on ex-
empt activities and to conduct unre-
lated trade or business activities, ex-
penses and similar items attributable 
to such personnel (as, for example, 
items of salary) shall be allocated be-
tween the two uses on a reasonable 
basis. The portion of any such item so 
allocated to the unrelated trade or 
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